Approved For Retease 2004/07/08 : aA-RDP79T01148A«fi0600030115-5 


5 NOV 1962 


MEMORANDUM 

THROUGH: 

SUBJECT: 


* Director of Central Intelligence 

% 

Deputy Director (Intelligence) \ 

\ "J . 

FfcRor on Current Economic Situation 
and Trend# in Western Europe 



** *** subject paper with annexes, enclosed in two copies 

Bas been prepared for your information and is in. response to 
tBe request contained in tbs referenced memorandum. 



Enclosure 

OTTO E. GU 

Assistant Dir 
Research and B 

Distribution: 

Orig. and 1 - Addressee 2 - OAD/RR 

1 - DDC1 

1 - Ch/E 

- DD/I 

2 - Ch/D/I 


4/07/08 (fcfiioRD^TO1 1 4?AOOQ§&0p3Of 

rpf- "5rr:^n-r'7- n n laeltiSsS tom tstaufflc 
, gL±,».. i u.L S tr* : " T , : " J 






Approved For Release 2004/07/08 : CIA-RDP79T01148A000600030115-5 


FOR OFFICIAL USE ONLY 


THE CURRENT ECONOMIC SITUATION AND TRENDS 
IN WESTERN EUROPE 


5 November 1962 


Office of Research and Reports 


FOR OFFICIAL USE ONLY 


Approved For Release 20 




, f | 

'om ’ 
dawncfadisg and 
declassification 


DP79T01 1 48A0006000301 1 5-5 


Approved For Release 2004/07/08 : CIA-RDP79T01 148/^)06000301 15-5 


FOR OFFICIAL USE ONLY 


CONTENTS 


Page 


Summary 

’*****•■*• 

1. General Economic Trend* ...... 

2. US -European Trad# * * 

3. Prospects ...... ******** 

Tables 

******* * e * * * 

1 . Annual Chang.. In the Level of Export, of We.tera 

European Countries » 1958-62. .... 

****** 

3. Annual Change# in the Level of Import# of Western 
European Countries, 1958-62 . 

* * * * * **•«**« 

*' « mj.*'""" E “ rop ‘ : “0 *« * 


1 

3 

3 


8 


FOR OFFICIAL USE ONLY 


Approved For Release 2004/07/08 : CIA-RDP79T01148A000600030115-5 



Approved For Retease 2004/07/08 : CIA-RDP79T01148A000600030115-5 


FO« OFFICIAL use only 



12 to 18 month, i, io^Tll?*** 11 ** duri »8 1958-60 The ^J^i V® C °°~ 
5 perc.nt, baaed on * continuance of the pre een» T** Outlook for the 

° U ^» *»* »« iccompaTyWmor °* C * mia •***• *« demLfd ** 4 *° 

moot, position of r * ^^ation in the h*| a !I 

prov,n ‘' ot to *• *— » 2^"^.““^ 


t»l 


3L Frond. 

«ott« t tw«l l> / completion of postwar r.co 

« «*7^:e 0 ^ ££ar *%**'»- 

mon Market, busi Deag »“?, £ *** Mruefore for the eixTZ * 1 producta » 
The average rate of *? itt W •****» Europe raa „ -t**?!!*** of **« Com- 

^ta.^ m 8 7 e ^^«Hal prod Jron in w*^! ^ 195? * 

* taveetmen, ?**" *”‘P«u. «= JZ7 k " >,e ill I^rcent 

other nopconi i cen tal < ° Europe fin part reflectin * r om a high level 

— «»*.?£ T^zTr to prXiv?r.rr ^ os “ d 

U} a ° d fro ^ * ^PimyrUfo',^ *• Com. 

6, below. *" g 1 * e ** >orts both to 


for OFFICIAL use only 


Approved For Release 2004/07/08 : CIA-RDP79T01148A000600030115-5 


Approved For Release 2004/07/08 : CIA-RDP79T01148A000600030115-5 


FOR OFFICIAL USE ONLY 


° th ' r European countries and to the rest of the world, including the US (see 
ruble 2*). In very Urge part, also, the high level of business activity was 
consciously promoted by government policies in Western Europe. 

The rapid expansion of European exports during this period was trace- 
able to the improved competitive position of Europe in world markets. Pro- 
frLl? Capa . Cit * "V bein « modernised and expanded rapidly, and European 
P , *7 aine f constant. Labor productivity in important sectors 

se significantly as a result of the new capacity. In the larger continental 
countries, productivity rose more rapidly than did wages. Profits expanded, 

"v, b f i * ht * At the 8ame fcime ' ri8ln * US P rlces ^ggiog 
xp e orts enabled European goods to compete more successfully with US 
commodities throughout the world. 

W»J he foi?n lne ^ th ?/ ate of S rowth of European industrial production that 
in i960 resulted from an expected decline in the volume of foreign in- 
, “ * B tbe Common Market countries, from declining rates of domestic 

a8ri * lng wage * and le * 8 ^pidly rising prices narrowed profit 
I ! a ■ iowia « P ace ^e growth of exports. Foreign invest- 

^Jch had flowed to Europe in anticipation of the Common Market 
tariff wall, declined as large international companies acquired productive 

° n 16 f°r,!^ ent ' The movement of private US capital into Europe 
a peak in 1 60, reflecting the volume of direct investment by US 
corporations and of new foreign security issues marketed in the US. The 
flow of private US capital to Europe, although declining since I960, remains 

revafnaH* l959t ******* P rlce8 ln Europe have been rising. Furthermore, 
revaluation of the German mark and the Dutch guilder in March 1961 raised 

level ^US wh te r 8 ° ther CU " enci ^anwhile the general 

Zitlf / f 7 PriCe ! haS * hOWn no net ch *«** 1958, and average 

imnrova w i commodities have been stable since 1959. The resulting 
* P ;° V f a thC US com P«tl«ve position has been accompanied by declin- 
” i* ° f * XP ? rt growth for Eur °Pean countries. The declining rate of in- 
crease in export volume has been due not only to more intense competition 

* P- 7, below. 
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d r- d -•*» =»*op. 

Apparently have permitted people throuchJt v* bl ® h ieVCl ° f em P 1 °y ni ®at 
latent demand for a wide variety ai m * wrope to make effective a 

•ignificant increase! in tlving .tand.rL'^tLTnctmeTe^U.^''' ’ UPP ° rted 
2 * US -European Trade 

Trade between the US and v > 

growth rates and price trends that “ ro P® k*» reflected the divergent 

trial area, since 1,58 "«*' *»*>- 

production was expanding rapidlv the us ’ Wh *” European industrial 
from the 1958 recession Mto h„ * C ° a ° my r8cov '« d .lowly 
quickened, the rat. of Europ^n econ'o *f "* eC ° n ° mlc ««vity 
to Europe changed little betw«n twg ani ,o«T°? decHned ' US 
by nearly 40 percent. At the same time h ^ ' but n 1,60 ttiey increased 
increased by nearly 40 percent in 1959 w'TT^n’ I® import * Europe 
In 1961, US export, ren^ned at thl hish^ , ? 6 ° ‘ h ' y ^clined. 

billion) , while US import, continued 3 

in 1958 wa',T.“ biUion 'anfwfrelim^fedTToso”'’ 1 ' 1 * ‘° *“*■*'• *“icb 
but was nearly doubled in 1980. reaching $2 1 bill!' a0t ° Bly r “PP«*red 
surplus rose slightly, to $2 2 billion fl * 1 bilHon< In l 96l this export 

import, from Europe again .ttr^To US 

upward, the more rapid import expansion »>And although exports continued 
surplus (see Table 4 **). P caused a decline in the export 


3. 


Prospects 


In the second half of 1961 th» _ 

off from an average annual rate of 8 percent inTqsa o industrial growth leveled 

econ’ Y“* tbit h “ bMn maintained thu. far in 19! 2 tY”* °* * *° 5 per - 
economic opinion, both in the US and in Europe ettecf th pr ' po " der * I > c ' 

— p, 8, u. 10w , P ? th “ CUrrent r *« « 

** P. 9, below. 
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European economic growth to be maintained through 1963. Although certain 
pockets of unemployment persist, notably in the UK and Italy, employment 
remains high and consumer demand strong. The two European countries 
whose growth rates have declined most, Germany and the UK, have been 
depleting inventories for the past 12 to 18 months and are expected to initiate 
inventory replacement in the near future. With most European governments 
committed to a policy of sustained growth, they are prepared to invoke ap- 
propriate countercyclical monetary and fiscal measures whenever necessary 
to maintain a high level of production and employment. Indeed, Germany 
and the UK already have initiated action. In most of the other large European 
countries, however, such measures are not now necessary.* 

As a result, the aggregate demand of Western Europe for imports from 
the US is expected to remain high, although significant shifts should occur 
in its commodity composition. The shift from investment demand to con- 
sumer demand as the dynamic force in the economies of Western Europe is 
likely to result in a decline of US exports of machinery and metal manufactures. 
Furthermore, the initiation of the Common Agricultural Tariff by the European 
Economic Community (EEC) made effective on 31 July 1962 is expected to result 
in some reduction of US exports of foodstuffs to the six EEC countries. At the 
same time, however, the increased weight of European consumer demand 
should result in a substantial expansion of the market for consumer goods and 
related materials and equipment. Beyond this, the determinant of whether US 
exports to Europe will be equal to or greater than their present level lies in 
the administration of recent US trade legislation. 

The manner in which the tar iff -cutting authority contained in the Trade 
Act of 1962 will be administered in practice and the levels of income actually 
achieved in the US and Europe will be the critical factors in US - West 
European trade. Should excess capacity develop in Europe and become 
widespread, should prices cease to rise and should wages level off or de- 
cline, and should these eventualities coincide with rising US prices and wages, 
then US imports from Europe probably would expand rapidly, US exports to 
Europe would contract, and the US export surplus could be converted into a 


♦For brief accounts of economic prospects in the major Western European 
countries, see the attached Annexes. 
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Table 1 

Rates of Growth of Industrial Production 
in Western Europe 
1957-62 


Annual 




1957 

1953 

i960 

1959 

m 

1960 


Quarterly (seasonally 
adjusted) 



1961 

Wo 

1961 

I9S0 



1962 

W 


(1st quarter) 
(2nd quarter) 
(3rd quarter) 

(4th quarter) 
(1st quarter) 
(2nd quarter) 


Percent 


Europe 

EEC IS / 

EFTA y 

1.5 

2.9 

0.0 

6.0 

6.3 

5.0 

9-9 

11.8 

7.2 

4„ ;> 

6.4 

1.5 


5*2 

7*1 

1.5 

5.2 

6.4 

2.2 

3.8 

4.6 

2.2 

3.1 

5.6 

Q.G 

4*3 

6.1 

0.7 

4*3 

6.0 

0.7 



a. European Economic Community. 

b. European Free Trade Area. 
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Annual Changes in the Level of Exports 
of Western European Countries 
1958-62 



a, Organization for European Cooperation and Develorar.ient. 
t. European Economic Community, 
c. European Free Tirade Area. 
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Fable 3 

Annual Changes In the Level of Imports 
of Western European Countries 
1958-62 



OECD a/ 

EEC l/ 

Em sJ 

1958 

1957 

-6.6 

- 7*6 

-6.0 


+ 5.7 

* 5.5 

+6.2 

i960 

1959 

+18.I 

* 22.3 

+15.3 

m 

+ 6 . A 

+8.6 

+2.0 

1962 (first half) 
l 96 i (first half) 

+ 7.1 

+10.9 

+2.7 


Source: Organisation for European Cooperation and Development, Main 
Economic Indicators . August 1962. 


a. Organization for European Cooperation and Development. 

b. European Economic CoKaamity. 

c. European Free Trade Area. 
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Table % 


US Trade with Western Europe: 
Value and Rate of Change 
1953-62 


1953 

1959 

1960 

1961 

January - June 

1961 

1962 



US Exports 
to 

Western Eurooe 

US Imports 
from 

Western Eurooe 

Billion Dollars 

Set US 
Exports 

4*> 

3*3 

1*2 

4,5 

4*5 

Hegl. 

o*3 

4.2 

2-1 

( >.3 

4.1 

2.2 

3«X 

1*9 

1*3 

3*3 

2*3 

1.0 


An n ua l Rates of Growth (Percent ) 


0.3 

37*2 

39*3 

-7*5 

- 0.4 

-2.8 

4*3 

20.3 


Sources: Department of Coaaerce, WTIS Statisti cal Recti' 
So, ol-ll, and International Coaaaerce, 3 October 1962° 
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